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OATH OR AFFIRMATION

I, Catherine Rademacher, CFO , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

U.S. Global Brokerage, Inc. ' , as
of June 30 ,2006 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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Notary Public

This report ** contains (check all applicable boxes):

B (a) Facing Page.

@ (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

[ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[ (g) Computation of Net Capital.

[0 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. '

(1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

O

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢e)(3).
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Report of Independent Certified Public Accountants

Board of Directors
U.S. Global Brokerage, Inc.
San Antonio, Texas

We have audited the accompanying statement of financial condition of U.S. Global Brokerage,
Inc. (the Company), a wholly owned subsidiary of U.S. Global Investors, Inc., as of June 30,
2006, and the related statements of operations, changes in stockholder’s equity, and cash flows
for the year then ended that the Company is filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of U.S. Global Brokerage, Inc. at June 30, 2006, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying supplemental information is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities and Exchange Act of
1934. These schedules are the responsibility of the Company’s management. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

B duidn, 1

Dallas, Texas
August 11, 2006



U.S. Global Brokerage, Inc.

Statement of Financial Conditiori

June 30, 2006
Assets
Cash and cash equivalents $ 6,044,215
Commissions, net | 347,207
Prepaid expenses and other assets 113,281
Total assets $ 6,504,703

Liabilities and Stockholder’s Equity

Liabilities:

Accounts payable and accrued liabilities » 310,221

Accounts payable to affiliates 531,663
Total liabilities 841,884
Stockholder’s equity:

Common stock, par value $1.00 per share;

1,000 shares authorized, issued and outstanding 1,000
Additional paid-in capital 17,755,371
Accumulated deficit (12,093,552)

Total stockholder’s equity 5,662,819
Total liabilities and stockholder’s equity $§ 6,504,703

See accompanying notes to financial statements.




U.S. Global Brokerage, Iné; | .

Statement of Operations

Year ended June 30, 2006

Revenues
Distribution fees $ 13,500
Investment income 133,226
146,726

Expenses
General and administrative 3,736,549
Loss before income taxes (3,589,823)

Provision for income taxes —

Net loss | $ (3,589,823)

See accompanying notes to financial statements.




U.S. Global Brokerage”,\ Inc.

Statement of Changes in Stockholder'sEquity" e

Additional Total
Common Paid-In  Accumulated Stockholder’s
Stock Capital Deficit Equity
Balance at June 30, 2005 1,000 9,701,844 (8,503,729) 1,199,115
Net loss , —_ — (3,589,823) (3,589,823)
Contributions of
additional paid-in
capital — 8,053,527 — 8,053,527
Balance at June 30, 2006 $ 1,000 $ 17,755,371 § (12,093,552) $ 5,662,819

See accompanying notes to financial statements.




U.S. Global Brokerage, .Ind‘-'_ |

Statement of Cash Flow'\si;‘ |

Year ended June 30, 2006
Operating Activities
Net loss $ (3,589,823)
Adjustments to reconcile net loss to net cash used in operating activities:
Non-cash capital contributions for expense reimbursement 2,653,527
Changes in operating assets and liabilities:
Net commissions and other receivables from affiliates (84,913)
Prepaid expenses and other assets 50,065
Accounts payable and accrued liabilities (241,240)
Accounts payable to affiliates 360,372
Total adjustments 84,284
Net cash used in operating activities (852,012)

Financing Activities

Capital contributions 5,400,000
Net cash provided by financing activities 5,400,000
Increase in cash ' } 4,547,988
Cash and cash equivalents, beginning of year 1,496,227
Cash and cash equivalents, end of year $ 6,044,215

See accompanying notes to financial statements.




U.S. Global Brokerage, Inc. |

Notes to Financial Statements

1. Organizationand  U.S. Global Brokerage, Inc. (USGB or the Company), a wholly
Nature of Business owned subsidiary of U.S. Global Investors, Inc. (USGI), is
registered as a limited business broker-dealer under Rule 15¢3-

3(k)(1) of the Securities Exchange Act of 1934 and a member of

the National Association of Securities Dealers, Inc. (NASD).

USGB is organized for the purpose of acting as underwriter for

U.S. Global Investors Funds (USGIF) and U.S. Global Accolade

Funds (USGAF) mutual fund shares (the Funds) and for the

purpose of distributing promotional materials regarding the Funds.

USGB receives certain distribution fees for rendering these
services to USGAF. Additionally, USGB is responsible for the
promotional and marketing expenses of USGIF and USGAF.
USGB is reimbursed by USGAF for its proportionate share of
these expenses. USGI also pays certain operating expenses of
USGB. USGB does not reimburse USGI for such operating
expenses, and as such actual results could differ from those
reported in the absence of this arrangement. USGI has agreed to
provide sufficient capital for the Company to operate through
August 31, 2007.

USGB is an integral part of the parent company (USGI) and is
completely dependent on USGI to provide the necessary capital
and liquidity for its operations. USGB was not intended to operate
as a standalone company; it is a limited purpose broker dealer with
no customers, customer accounts or customer assets, and does not
transact business with customers.

2.  Summary of Cash and Cash Equivalents — Cash and cash equivalents include
Significant highly liquid investments with original maturities of three months
Accounting Policies or less and consisted of $6,044,215 in USGIF money market

' mutual funds on June 30, 2006.

Cash and cash equivalents are held at an affiliated company, U.S.
Global Shareholder Services, which is a wholly-owned subsidiary
of USGI and is neither insured nor guaranteed by the Federal
Deposit Insurance Corporation or any other government agency.




U.S. Global Brokerage, Inc.

Notes to Financial Statements

Net Commissions — The Company is reimbursed for certain
distribution expenses incurred on behalf of USGAF in accordance
with Rule 12b-1 of the Investment Company Act of 1940. The
gross receivable balance at June 30, 2006 was $364,707. The
Company evaluates the collectibility of these receivables, which in
some instances is based upon future growth of mutual fund assets.
Based on this evaluation, the Company has placed an allowance of
$17,500 against the gross receivable balance as of June 30, 2006.

Potential allowance amounts are calculated by multiplying each
USGAF fund balance as of June 30, 2006 by the 12b-1 limitation
of 0.25%. This calculated amount represents the amount the fund
is reasonably expected to pay the Adviser for 12b-1 receivables
over the upcoming twelve-month period. This figure is then
compared to the 12b-1 receivable balance of each fund as of the
same date. If the receivable balance exceeds the calculated
number, the difference is reserved as an allowance.

Use of Estimates — The preparation of the financial statements in
conformity with accounting principles generally accepted in the
United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenues — The Company records revenues during the period for
which services were rendered.




U.S. Global Brokerage, Inc.

Notes to Financial Statements

Advertising Costs — The Company expenses advertising and sales
promotion costs as they are incurred. Net advertising and sales
promotion expenditures were $2,211,973 for the fiscal year ended
June 30, 2006 and are included in general and administrative
expenses on the Statement of Operations. Net advertising and
sales promotion expenditures include $70,741 of mailing services
expenses that were paid to A&B Mailers, a wholly owned
subsidiary of USGI.

Income Taxes — The Company utilizes Financial Accounting
Standards Board Statement No. 109, Accounting for Income Taxes,
to account for income taxes. Deferred income taxes reflect the net
tax effect of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes, and the
amounts used for income tax purposes using enacted tax rates in
effect for the year in which the differences are expected to reverse.

The Company is included in the consolidated federal tax returns
filed by USGI. The Company calculates its income tax expense on
a stand-alone basis, at the maximum federal rate of 34%.

USGI does not reimburse USGB for tax losses passed from USGB
to USGI. As of fiscal year-end 2006, there were no tax assets or
liabilities recorded by USGB due to all prior net operating losses
(NOLs) being utilized by USGI, on a consolidated tax basis,
during the current and prior years. Therefore, no deferred tax asset

or valuation allowance was recorded by USGB for the fiscal year
ended June 30, 2006.

10




U.S. Global Brokerage,'lnc.

Notes to Financial Statements , :

3. Net Capital USGB is subject to the Securities and Exchange Commission’s
Requirements Uniform Net Capital Rule (Rule 15¢3-1), which requires the
maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1 (and the rule of the “applicable” exchange also
provides that equity capital may not be withdrawn or cash
dividends be paid if the resulting net capital ratio would exceed 10
to 1). At June 30, 2006, USGB had net capital of $5,081,447,
which was $5,025,322 in excess of its required net capital of
$56,125. The Company’s aggregate indebtedness to net capital
ratio was .17 to 1.

4. Transactions with At June 30, 2006, the Company had payables of $665 from A&B
Related Parties Mailers, Inc., $31,142 from United Shareholder Services, Inc. and
$499,856 from USGI for payments made by the Company on
behalf of the related companies. The balances are non-interest

bearing and have no fixed terms of repayments.

5. Additional Paid-In  USGB’s parent, USGI, made capital contributions of
Capital $8,053,527 to USGB for the year ended June 30, 2006. Included in
this amount is $2,653,527 of expenses paid by USGI on USGB’s

behalf. The remaining $5,400,000 consists of cash contributions.

11
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U.S. Global Brokerage, Inc. i

Schedule | - Computation of Net Capital Pursuant to Rule 15¢3-1 of
the Securities and Exchange Commission |
|

June 30, 2006

Computation of Net Capital
Total stockholder’s equity $ 5,662,819

Deductions:
Net commissions and other receivables from affiliates 347,207
Prepaid expenses and other assets 113,281
Haircut on money market funds 120,884

Total deductions 581,372

Net capital $ 5,081,447

Computation of Basic Net Capital Requirements

Minimum net capital required $ 56,125

Excess of net capital $ 5025322

Excess net capital at 1,000% (net capital less 10% of
aggregate indebtedness) $ 4,997,258

Computation of Aggregate Indebtedness

Accounts payable and accrued liabilities $ 310,221
Accounts payable to affiliates 531,663
Total _aggregate indebtedness $ 841,884
Ratio of aggregate indebtedness to net capital Jd7t01

Reconciliation with Company’s Computation

No material differences exist between net capital reported in
the Company’s unaudited Form X-17A-5 for the quarter
ended June 30, 2006, and the Company’s audited financial
statements for the year ended June 30, 2006.

13




U.S. Global Brokerage, Inc.

Schedule II — Computation for Determination of Reserve Requirements Pursuant to
Rule 15¢3-3 of the Securities and Exchange Commission

June 30, 2006

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under
paragraph K(1)(i) of the rule.

14
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BDO Seidman, LLP 700 N. Pearl, Suite 2000
2 BD O : Accountants and Consultants Dallas, Texas 75201-2867
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Fax: (214) 953-0722

Independent Certified Public Accountants’ Report on Internal Control
Pursuant to Rule 17a-5 of the Securities and Exchange Commission

Board of Directors
U.S. Global Brokerage, Inc.
San Antonio, Texas

In planning and performing our audit of the financial statements and supplemental schedules of
U.S. Global Brokerage, Inc. (the Company), a wholly owned subsidiary of U.S. Global Investors,
Inc., for the year ended June 30, 2006, we considered its internal control, including control
activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the objectives stated in Rule 17a-
5(g), in making the periodic computations of aggregate indebtedness and net capital under
Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of
Rule 15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, comparisons and
recordation of differences required by rule 17a-13
2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System
3. Obtaining and maintaining physical possession or control of all fully paid and excess
" margin securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements
in conformity with accounting principles generally accepted in the United States of America.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures were adequate at June 30, 2006 to meet the SEC’s
objective.

This report is intended solely for the use of the Board of Directors, management, the SEC, the
New York Stock Exchange, the National Association of Securities Dealers, Inc. and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not to be and should not be used by anyone
other than these specified parties.

{300 Mu’uf

Dallas, Texas
August 11, 2006
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